
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMIBSION 

In the Mattor of: 

AN EXAMINATION BY THE PUBLIC SERVICE 1 
COMMISSION OF THE APPLICATION OF THE 1 _ _  ~~~~~ .~ ~ ~~~ 

FUEL ADJUSTMENT CLAUSE OF KENTUCKY i CASE NO. 92-493-c 
UTILITIES COMPANY FROM NOVEMBER 1, ) 
1993 TO APRIL 3 0 1  1994 ) 

O R D E R  

IT IS ORDERED that Kentucky Utilities Company ("KU") shall 

file, no later tnan 14 day6 from the data of this Order, an 

original and 12 copiea of the following information with the 

Commission, with a copy to all parties of record. Each copy of the 

data requeeted ohould be placed in a bound volume with each item 

tabbed. When numerous sheets are required for an item, each sheet 

should be appropriately indexed! for example, Item l(a), Sheet 2 of 

6. Include with each reaponse the name of the witness who will 

respond to questions relating to the information provided. Careful 

attention shall be given to copied material to enaure its 

legibility. Where information requested herein has been provided 

along with the original application, in the format requested 

herein, reference may be made to the specific location of said 

information in responding to this information request. 



1. Explain whether XU'S rate-making proposals for the 

following accounts in Case No. 8624' included the 126 rail cars 

purchased i n  1976.  Describe KU's proposals concerning the rail 

cars and indicate whether the Commission adopted them. 

a. Utility Plant in Service. 

b. Accumulated Depreciation. 

c. Depreciation Expenee. 

2. During the period from 1976 through 1 9 8 8 1  

a. Which XU generating stations could accept coal 

deliveries using rotary dump cars? 

b. Which generating statione were primarily supplied 

under the Coal Ridge coal contract? 

c. For which gonerating station were the 126 rail cars 

primarily used to make coal deliveries? 

3. I n  Case No. 10214,2 XU indicated that, under the terms 

of the Coal Ridge contract buyout, KU was to purchase 24,000 tons 

of coal per niotith for a twelve month period beginning in April 

1988 .  

a. Were the 126 rail cars primarily used to transport 

the coal purchased from Coal Ridge during the period from April 

1988 to March 19897 

Case No. 8624, General Adjustment of Electric Rates of 
Kentucky Utilities Company, final Order dated March 18, 1983. 

Case No. 10214, Application of Kentucky Utilities Company for 
an Order Approving Certain Accounting Treatment of Amounts 
Paid for Coal Contract ReleBSB, final Order dated October 7 ,  
1988 e 

I 
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b. After tho termination of the Coal Ridge contract in 

March 1989, what evaluations did KU undertake to determine it6 

nood, if any, to keep tho 126 rail care? 

4. In reeponse to Item 21 of the Commiseion’e AUgUet 5, 1994 

Order, KU otatod that the buyout of the Coal Ridge contract had no 

bearing on the ultimate diepOeiti011 of the rail care. Did the 

buyout of the contract have any impact on KU’6 determination that 
i t  neoded to keep the rail care? 

5. Doec KU admit that: 

a. The original cost of the 126 rail care was 

$4,238,0601 

b. The total scrap ealvage value of the 126 rail care 

wan estimated to be $163,800 (126 care B $1,300 per car)? 

c. KU recovered total depreciation expeneee of 

$4,074,260 through it6 fuel adjuetment clause, with the expense 

debited to Account No. 151, Fuel Stock? 

d. Depreciation expense wae recovered through the 

clauee from 1976 to the end of 19881 

e. From February 1989 through April 1990, KU received 

rental income from the rail cars totaling $640,0007 

I?. During 1990, KU received offers to purchaee the rail 

care, which ranged in price from $2,205,000 (126 care B $17,500 per 

car) to $3,099,600 (126 care B $24,600 per car)? 

g. KO sold the 126 rail care in December 1990 for 

$3,049,2007 

-3- 



6. At pago 15 of his diroct teotimony, Michael D. Rcbinoon 

states that the shareholders were reaponsiblo for any profit or 

loss on the rail cars and that recovery of depreciation oxponos warn 
not risk free. 

a. Explain how Mr. Robinson'o position is conolotont 

with the status of depreciation expanse ao a component of tho Cum1 

adjuatmant clause billings. 

b. From a rate-making perspective, oxplain the risk6 to 

which KU's ahareholders were oxposed ift 

(1) The depreciation expenee wan recovered in total 

through the fuel adjustment clause billings. 

( 2 )  KU was earning 4 return on the invemtment in 
the r a i l  cara. 

c. From a rate-making perspective, oxplain why KU han 

not enjoyed an excess rocovery of $2,885,400 ($3,049,200 ealoe 

price minus $163,800 salvago value) on tho fully depreciatad rail 

cars when the depreciation expense was rocoverod through fual 

adjustment clause billings and their sales prico oxcaodod tho 

estimated aalvage value. 

7. Describe the income tax treatment of tho procaade from 

the s a l e  of the 126 rail cars. 

8. Which of the 126 cars were regularly uaod during tho 

period from June 1990 through November 19901 

9. In response to Item 15 of the Commission~a August 5, 1994 

Order, KU stated that oarvice life and net salvage value eetimatoe 

were baaed on discussions with railroad industry pereonnel. 
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Identify these persons and the positione which they hald at tho 

time of these discussions. 

10. At page 9 of his testimony, Mr. Robinaon takas axcaption 

to the statement that "the Company's use of incorraot faotorm for 

service lire and salvage had resulted in dopreciation aooruala 

equal to the original cost of the cars, lens tho initial 1,300 

salvage estimate." He indicates that thie statamant llmletakonly 

subetituteo the concept of terminal salvage value with f a i r  market 

value, I' 

a. How does this statement make that substitution? 

b. Define q'terminal salvage va1ue,I1 +oscrap valuo,'l and 
"fair market value" as used in Mr. Robinaon8s teatimony. 

c. Is "terminal salvago value" oqulvalont to "oorap 

value"? 

d. On page 18 of the November 1993 Doloitta (I Touche 

depreciation study, it 1s statedr 

"This is the first depreciation study in which tho 
distinction between interim and terminal net 
salvage has been reflected i n  the Production Plant 
rate calculationo." 

Was this distinction applied to other accounts in pravioua 

depreciation studies? If 0 0 ,  identify the studioe and tho 

accounte. 

11. a. On page 21 of his testimony, Mr. RobinrJon otntaa 

that: 

"When depreciation is under-acorued in relation to 
fair market value, FERC properly took the poeitlon 
that the loss should fall on shareholders." 
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IP tho torn1 "nurap V 4 1 U Q "  ware eubetltuted €or 'IPalr nisrrkel v ~ l i i e , ~ '  

would PIORCIn ponltlon a t i l l  be proper? 

b, Ie not! 

(1) Whal orlterla dum MU apply Le QeLermIne I f  

proaasda troiii the a a l o  of! air a # m t  are  i'europ value1' or l i fa l r  

market valuclo17 

( 2 )  IC tho dularm1nrtIon Isl baeod upon Lhe &$e of  

the aenet  compared t o  antlrnatee ~ a e v l a e  IIlle, explain why proueede 

from tho u a l o  of 14-year old ueru whleh hod an ctsltlmatod serv iue  

l lPo  of 1 2  yaare woo aonaldared t o  bct I'falr rnsrckot voZue" rsrther 

t h a n  "norag value."  

( 3 )  IP the  detarmlnetlon Irr baeed Ugon t h e  owpeatsd 

uno of lho m o o t  a f t a r  I t  l e  eold, how uan t h e  Cemmlslelen monlter 
the uue of an aaoet a f t e r  eaLe aonulderlng khe ehorp rste-maklng 

d l i t l n a t l o n o  between asueto a d d  a t  "fe lr  mark& VBIUO" whleh KU 

advoaotee7 

( 4 )  IP the determlnatlon Isl based upon ebher 

subjea t lvo  a r l t s r l a ,  explaln how t h e  Cdmmleeio~ aon menlter t h e  

oonals tent  appl las t lon  of t h a w  oriteria. 

a .  I f  yea, would requirlng ehoroholderrr t o  obesrb tho 

loos from lnauf f l a l en t  depreaiallon mxwale  be o rodtual d#part!MrU 

from tradltlonal ratemaklng and BopreufsCIon pfautiuesl? 

1 2 ,  Whan i n  I t  proper for rharcthotdcrsl to abesrb t he  loes 
when lnau f f l a l en t  depreulatlon Is auurued or to rctuelvo t h e  gain 

when w o e s #  depraalat lon l e  auarucd? 



13. K U ' ~  reaponoe to Item 24 of tho Comnlenlonte nugunt 5 ,  

1994 Order indlO8tOE that tho c e l l  oarn originrlly ooat 94 ,238 ,060  

In 1976 and wero Bold Cor $3,049,200 In 1990, 
a. Was thlo data known And oonaldored when determlnlnp 

the current depreciation rate  Cor Aooount 312, Coal Crrm, or other 

account in whioh the dopreolatlon wan rocorded? 

b. IC not, explaln the strtomont made on pago 6 of KUle 

November 1993 depreoiatlon otudy that "it is ralvago that will 

actually be rooelvod and the oont of removal that will actually be 

lnourred, both measured at the prloo lovol at tho t h o  of reoelpt 
of Incurrence, that aro raqulrad to be raoopnined in the 

depreciation rates of the Company." 

14. Provide the undorlylng ntudy, lnoludlng oalculatlone 8nd 

charts, developed to oupport nervloe-1lCa and future not-aalvape 

eetimatso of the plnnt account whloh ourrantly reflecta KU'n 

Lnveotment In call cars. 

15. K I J ' D  responeo to Item 24 of the Commloaion'm AUgUEt 5, 

1994 Order utntos In parti 

"The 84,238,060 orlglnal purchsna prloe oC the 
126 rall cars wao closed to Eleotrlo Plant in 
Bervlce (Aooount 101) In Boptombar 1976 and 
W ~ I J  further detallod to Aooount 316, Steam 

allocated to Ksntuoky retail opnratlono in 
Case NO. 8624 for the purpore oC dovoloping 
base rates, based on a month end rate bane of 
June 1982," 

a. Was a oubtaequent rdjustmont made to cornovo the 

Plant - Mlecellaneoua. Thln amount WAn 

effect of the rall care from bn6e rate117 
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b. If not, oxplain why doublo racovory did not occur 

when r a i l  car nxponeoo were claimad through the Pual adjustment 

clauoe. 

16. a. Were rail car expanror avor included in baea rates 

through the two year review8 at  tho fuel clauro? 

b. I f  yea,  was the fual charge roducod at the time of 
the aale  of the r a i l  cara? 

17. On page 10 of hia teatlmony, Hr. Do Claana states  that8 

"In my opinion, glvon tho historical cost 
Pramework undarpi titring the our ront accounting 
iriodol and the related 110ceslnl:y to rooovor tho 
hiotorlcal cost oC an amaot, roviaing a 
tarinlnal oalvage valua ortimato baeod on 
current rauale market value or tho etfocts oC 
1nPlation i o  inconsistent with that hlatoeiaal 
coat model.'# 

a .  Explaln how adjuetlng removal coata to reflect 

change0 in Ititlation Is conoietent with thla atatament. 

b. Explain  how adjusting removal coots to reelect 

changes in Inflation i n  conalntant with not adjusting removal costs 

by oalvage value. 

c. Should actual data on nalvago value be ignored when 

eotimating 4 oalvaga value? 

18. Provlda the data ured to d'evolop the graphs in Mr. 

Heller's tootlinony, Exhibite 1, 4, and 5 ,  

19. Provlde all data availablo lor the years 1970 through 

1978 on the price ol used otao l  gondolas. 

2 0 .  Provide all data available lor tho yoars 1970 through the 
present on the averago age of ured rtarl gondolrr when sold. 



, 

21. Provlde all daCa available f o r  tho years 1970 through the 

p r e n r n t  on L h r  uae of the used eteel gondolae actor their sale, 

l a o n ,  were thay gold  Cor Marap metal or dld they contlnua In 

earvloe I 

2 2 .  At: page B of h i 8  tmtlmony, Mr, lloller lndlcataa that the 

lowaet averclge male prlae eE ueed 8teel  gondola# waa between @ Z O O 0  

and @ a b 0 0  per car, elid Exhlb11: 1 to hlsr tostlmony indloates that 

the average prlce watt approximately O5000 In 1870, Nxplaln how the 

1976 oetlmate of nelvego value of gl300 por oar for 12 year old 
earn irr conoletent wlth the data ehown I n  Mr. I l a l l a r ' s  taetlmony. 

2 3 ,  Provide ell intorna1. documents, memoranda and 

aorreopondenoe In whish KU'e effort# to eel1 or loa80 the 126 rail 

caea In quaetlon are dieaueeed, 
2 4 ,  Deeoribo e11 oftorte made by KU bctweon 1976 and 1991 t o  

market for e a l e  or lclauls the 116 rr l l  oara In quoation. 

Done et Frankfort, ltentuaky, t h l e h c h  day 01' accabsr, 1 9 9 4 ,  

P U p Y C  BffiRVICE COMMIflflION 

ATTEEIT I 

- 
h e a u t l v o  bireator 


